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Courier has a long his-
tory of service to students,
teachers, and educational
publishers. In 2004 we
expanced on this tradi-
tion and had our best year
ever as a producer of books
tor schools. In specialty
publishing, we acquired
a market-leading pub-
lisher of academic study
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COVERING THE EDUCATION MARKET

guides and launched a
major campaign to bring
more Dover titles into
classrooms. In book manu-
facturing, we doubled
our four-color capacity
in time to capture a new
wave of growth in the
textbook market. Here’s
a closer look at what we’ve
done and why. i
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nd press for ins










13

LETTER TO SHAREHOLDERS

Fiscal 2004 was another very good year for Courier. We set new sales and
income records, with education sales driving increases in both of our operat-
ing segments. Our new four-color press, whose purchase raised a tew eyebrows
in the industry last year, proved to be a big hit with customers and led our book
manufacturing segment to significant gains in textbook business. Our new spe-
cialty publishing acquisition, Research & Education Association (REA), quickly
proved its merits as a complement to Dover Publications, strengthening our
presence among students and teachers and sparking tresh thinking on our entire
publishing lineup. We maintained our excellent cash position despite the cost
of our investments in REA and the new press. And we outperformed the S&P
500 in total sharcholder return for the fifth yvear in a row.

We didn’t do everything we set out to do. We continued to encounter soft
market conditions in specialty trade, which reduced sales growth in book man-
ufacturing and at Dover as well. Fortunately, there was good news on both
fronts by the end of the year. In book manufacturing, specialty trade sales finally
turned positive in the fourth quarter, while long-term prospects in education
led us to plan for more capacity in 2005 and beyond. And in publishing, both
Dover and REA began taking steps to realize the combined growth opportu-
nities that are now open to them.

MILESTONES

— We had our eighth straight vear of earnings growth, as income from
continuing operations rose to $20.5 million or $2.50 per diluted share,
up 5% trom $19.3 million or $2.37 per diluted share in fiscal 2003.

— Sales from continuing operations rose to a record $211 million from
$202 million, an increase of 5% over last vear. '

—  We finished the vear with $24 million in cash, well positioned for future
strategic moves. ) '

— We had a three-for-two stock split and a double-digit dividend increase,
enabling us to beat the S&P 500 in total shﬁrcho]dcr feturn for the fifth
straight year and the seventh out of the last cight.

-——  We continued to invest in new systems and equipment, realizing impressive
results from our Man Roland press, which delighted customers and
approached 100% utilization in less than six months. -
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—  We were recognized by Forbes for the fourth year in a row as one of the
“200 Best Small Companies in America,” and by the Boston Globe in its
annual Glebe 100 list of the “Best of Massachusetts Business.”

SEGMENTS

Book Manufacturing — Our market-focused strategy continues to help us
weather economic cycles and build long-term relationships with key customers.
In 2004, two of our three markets were up, with education sales up 13% and
religious sales up 3%, helping us to overcome an off year in specialty trade. In
education, share gains enabled us to outperform the overall market by a substan-
tial margin. Some of the gains were made possible by our increased capacity, but
they also reflected our whole approach to doing business. Customers like our mar-
ket focus: they appreciate how well we understand their needs and how commit-
ted we are to their success, Our investment in state-of-the-art equipment is a
powerful symbol of that commitment, reinforcing our reputation as an indus-
try leader. Even as we were expanding in Indiana for the education market, we
were making improvements at our Philadelphia plant that enabled record
throughput in religious book production. And across all our operations, we have
continued to make other, less visible investments in information technology and
workflow management to ensure a better, faster customer experience.

Startup costs for the new press and a tight pricing environment contributed
to a decline in the segment’s gross profit percentage for the year. Gross profit
as a percentage of sales was 27.9% in fiscal 2004, versus 29.5% in 2003. But
full-year pretax income in the segment was up 4% to $25.2 million, or $2.01
per diluted share, from $24.2 million in 2003.

Specialty Publishing — Education was also the most productive market in our
publishing segment, as the January acquisition of REA added approximately
$4 million in sales over the balance of the year. Dover, faced with a difficult
sales year in several of its niche markets, also focused systematically on the needs
of schools and libraries, adding an educational specialist and developing new
print, online and editorial programs to serve teachers.

All told, Dover released 665 new products during the year, the most ever.
Two particularly exciting examples can be seen later in this report. The Stamp
Collecting Fun Kit is part of a series of craft and hobby kits combining Dover
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books, customized accessories, and colorful packaging. The Dover Pictura series
is a premium line of image books and CD-ROMs for professional designers.
Both products illustrate the power of a focused development strategy to
extend the Dover brand to new audiences and higher-margin applications.
Another initiative involves building on last year’s successful collaborations with
the American Museum of Natural History and Borders Group to develop a
range of co-branded and customer-driven products.

Meanwhile, REA has been executing its own ambitious plans to meet
diverse study needs among students, teachers, and other adult professionals.
REA’s highly regarded product lines extend all the way from 8th grade math,
through SAT, ACT and AP test preparation for high school students, to col-
lege, graduate and professional studies in dozens of disciplines. While most of
this material is strikingly different from Dover’s, the degree of audience overlap

"creates intriguing possibilities for joint content development and marketing. °
Bringing REA and Dover together in our publishing segment will enable both
organizations to capture these possibilities while sharing in an upgraded IT infra-
structure which will enhance customer service across the board.

For fiscal 2004, specialty publishing sales were $40.8 million, up 12% from
2003. Dover sales were $36.9 million, up 1%. The segment’s gross profit as a
percentage of sales was 47.9% for the year, versus 47.2% in 2003. Pretax income
was $6.5 million in 2004, an increase of 11%.

TRANSITIONS

Our publishing segment passed a milestone this fall with the redrement of Dover
President Clarence Strowbridge after an extraordinary 45-vear career. Starting
in 1959 as an editorial assistant, Clarence rose to Editor-in-Chief and Executive
Vice President under Dover founder Hayward Cirker. Clarence has represented
the heart and soul of Dover throughout the time I have known him, and I am
pleased that we will continue to have access to his wise counsel on a part-time
basis. Dover’s new President, Paul Negri, has been with the company since
1978, most recently as Editor-in-Chief and Senior Vice President. Paul has
already taken steps to broaden the Dover management team with new vice pres-
idents of marketing and operations and a new head of bookstore sales.

REA experienced a comparable transition in 2004 when Carl Fuchs
succeeded company founder Max Fogiel as President on January 6. And the
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segment as a whole is under new leadership with the promotion of Eric
Zimmerman to the new position of Courier Vice President for Publishing. Eric,
Paul, and Carl have exciting plans for the future of our publishing segment,
and I am confident they will take it to a new level of sustained growth.

Goals

Every year has its challenges and opportunities. This year we seized opportuni-
ties in education to grow beyond the limits we saw in our other markets. We expect
more opportunities in the coming year, and we are ready to seize them, too.

- Having started fiscal 2005 by successfully cheering the Boston Red Sox
to a World Series victory, I have equal confidence in our Courier team. We have
the people and the technology to drive greater growth in both of our businesses.
And we have the focus, knowledge and will to do everything we set out to do.
With that, here are our goals for 2005:

— Grow revenues and earnings to new records.

— Continue to build share in the education market.

— Bring our publishing brands to new markets and audiences.
— Deliver the best service ever.

As always, I am deeply grateful to everyone who has made our success possi-
ble. To our customers, employees, investors and friends—it’s an honor and a
thrill to serve you. I look forward to an excellent year and our next meeting.

%WF Wm

James F. Conway 111
Chairman, President and Chief Executive Officer
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Rising textbook demand
was key to the growth of
Courier’s book manufac-
turing business in 2004.
It also proved the value
of focusing on a balanced
portfolio of primary mar-
kets where we can get to
know our customers well,
anticipate their needs, and
plan for future growth.
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Over the years Courier has steadfastly
pursued a policy of disciplined invest-
ment in capacity and efficiency. In 2003,
at a time when many competitors were
cutting back on capital outlays, we com-
mitted to our single largest equipment
investment ever with the purchase of a
state-of-the-art four-color press from Man
Roland for our Kendallville, Indiana plant.
The wisdom of this move was demonstrated

Education, always a strong marker for Courier, was partcularly favorable in 2004.
With a reviving economy and capacity boosted by investments in technology, edu-
cation sales rose 13% overall, with elementary and high school textbook sales up 30%.
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BOOK MANUFACTURING

in 2004 as the new press ramped up
quickly to 24 /7 operation, driven by
strong demand for elementary and high
school textbooks and a continuing trend
to four-color textbook production.

This smooth startup followed com-
prehensive planning for workplace safety,
productivity and ergonomics. Total train-
ing hours for Courier employees, which
reached record levels in 2002 and again

Personal attention and strong customer relationships have been hallmarks of
Courier’s service to religious publishers for more than 50 vears. Sales to this market
grew 3% in 2004, in keeping with long-term expectations.
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in 2003, more than doubled in 2004 as
we expanded our organization to manage
the increased capacity. With a second
identical press scheduled for delivery in
late 2005 to meet longer-term growth
needs, we expect to create additional
manufacturing jobs and another training
record as well.

The combination of strategic focus,
meticulous process management, and a

Cookbooks added some spice to a difficult year in the specialty trade market,
where sales were down 8%. Business and travel books also helped to offset slow sales
in other trade categories. The year ended on a positive note, with fourth-quarter
sales up modestly over 2003.




PLATE No. 4
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seasoned workforce is at the heart of
Courier’s ability to deliver industry-lead-
ing service while improving operating
etficiency year after year. As we use our
“expanded capacity to build additional
market share, service and efficiency will
continue to differentiate us from competi-
tors while delivering value for customers,
employees, shareholders, and the commu-
nities in which we operate.










The January acquisition of
Research & Education
Association led off a year
of growth and change for
our publishing segment,
resulting in record sales and
earnings, a stronger organ-
1zation, and New Cross-
selling potential. It also
brought us closer than ever
to students and teachers.
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38 FIVE-YEAR FINANCIAL SUMMARY

. (Dollar amounts in_millions ~
except per share data) _____ . .. ...2004 2003 , . _ 2002 - 2001 2000* _
_ Net sales . $211.2 ! $2020 . $201.0 $2108  S1912
Gross profit . , 68.6 | 674 . 626 601 . 485 |
__ Income from_continuing operations 20.5 j‘ 19.3 163 136 _ . _113 _
__ _ Income per diluted share from g L o .
continuing operations 250 1 237 204 175 149 .
. __;__,Dividcnds pershare = . 0.35 y 030 . 027 __.024 021
. Working capital _ 575 0 509 L 340 .. 282 333
. Current ratio o .30 ’* 29 0 22 19 19 .
. Capital expenditures. . _ 13.4 | 109 0 49 _ 128, 163
_ Depreciation and amor_tization‘,,__,___ 109 JI 938 10.7 118 . 81 ..
. Totalassets. _ ... . . .. 175.2 ‘ 1515 1318 | 133.6 .. 1418
_ Long-term debt 05 . _06__ 07, 165. . 313
Long-term debt as a percentage _ . » o ,; . . . .
. of capitalization O 0.4%) C05%.  _07%.  _17.0% _ _31.6%
" Stockholders’ equity .. . _.  135.0 ‘ 1154 _ 939 . ._803 . ___678 _ __ ..
. Return on stockholders’ equity. _____ 16.4%, . _ 182%  185% _ 184%  18.0%.
© Stockholders’ equity per share  16.81 | 1455 | 1226 1048 9.01
... Shares outstanding _(in 000’s). . ___ 8,031 f; ) 7,931 7,821 7,668 1 7,524
_!_Number of employees 1,465 1 1,420 ;. 1,455 _ 1,504 _ 1,535 _
— 4 e - o . . B [ PO, B e —- - - - -

I _ Net sales, gross profit, income, income per diluted sharc and_return on stockholders' equity reflect continuing operations

- T
o (seeNotel). _ . __ . .. i . . . o
il '
N
i . . e e e — - . . o -
_.... Income per diluted share from continuing operations is based on weighted average shares outstanding; stockholders’ equity
i
.. per share is based on shares outstanding at year end, Shares outstanding and per share amounts_have been retroactively
| adjusted_to reflect three:for-two stock splits distributed on December 5, 2003 and August 31,2001 (see Notes Aand L).. ., .
o !
B . - e o e g
.. ... *Fiscal 2000 included 53 weeks. . _ . m
AAAAA 4 [ - . -
oo e e - o
———t - - - ———
e - N _ N S e e =
- e - N - [ .
JOEE E— - - - - - - -
: ,
- AL S - - _ - — - - e e e e e e m _ -
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_FORWARD-LOOKING INFORMATION

|

-t The Annual Report to shareholders includes forward-looking stavements. Statements that describe futuve
- -1 expectations, plans or strategies ave considered “forward-looking statements” as that tevm is defined. .
' _ under the Private Securities Litigation Reform Act of 1995 and veleases issued by the Secuvities and

» &,

“excpect,”

“anticipate,” “inrend,” “estimate” and other

1 Exchange Commission. The words “believe,

Lo _expressions which are predictions of or tndicate futuve events and trends and which do not velate to__
i ‘ bistovical matters identify forward-looking statements_Such statements arve subject to visks and uncer- L .
. _rainties that could couse actual vesults to differ maverially from those curvently anticipated. Factors
L,th@t__ca_u,ld affect actual yvesults inciude, among others, changes in customers’ demand for the Company’s 4;

o e - products, including seasonal changes in customer ovders, changes in raw material costs, pricing actions. .,

" by competitors, consolidation among customers and competitors, success in the integration of ncquived .

NSO v 4 PO

i businesses, unanticipated changes in opevating expenses, changes in technology, difficulties in the. 4
it i

.

o _tn economic conditions, including curvency fluctuations and changes in interest rates. Although the

_start-up of new equipment, changes in copyright laws, changes in tax regulations, and general changes.

Company believes that the assumptions underlying the forward-looking statements are veasonable, any

EE]

o . . R K
. LL__ofthe asumptions could be inaccurate, and therefore, there can be no assuwrance that the forward-looking _.._. _._

i starements will prove so be accwrate. Thy forward-looking statements included bevein are made asof

t

. the date heveof, and the Company undertakes no obligation to update publicly such statements to veflect [,

—

' .
_ ... Subsequent events oy circumstances,

VU R
‘ ,

L OVERVIEW

)
!
- ———— e - - . e Mmoo g -

|
i Courier Corporation, founded in 1824, is one of America’s leading book manufacturers and_. L

,i specialty publishers. Courier’s eight straight years of earnings growth was achieved throughastrong

o focuson e

__ The Company has two business segments: full-service book manufacturing and specialty pub- .

_u__lishing. In 2003, the Company sold the assets of Courier Custom Publishing, Inc., which comprised

- all of the activities of the customized education segment (see “Discontinued Operation” below).

- el e oo
! i

ORI

; Book Manufacturing streamlines the process of bringing books from the point of creation to

_ligad s sl 3 2 e =

. the point of use. Based on sales, Courier is the fifth largest book manufacturer in the United States .

!l and largest in the Northeast, offering services from content management, prepress and production__,
g : 3 g g 3 ++

through storage and distribution. Couriet’s principal markets include religious, educational and ;.

specialty trade books.__

e —_— — e e e S S

Specialty. Publishing consists of Dover Publications, Inc. (Dover), acquired by Courier on

|

J L
ISR )

‘ .

1. Seprember 22, 2000, as well as Research & Education Association, Inc. (REA), which was acquired _ i, _

‘

_i1 _on January 6, 2004. Dover publishes over 8,500 titles in more than 3Q specialty categories ranging
o] _from literature and poetry classics to_paper dolls, and from musical scores to typographical fonts. b L
1 Dover sells its products through most American bookstore chains, independent booksellers, . - _

,‘A—Alf— —.zn o= bhagel T IS TS L LT LTSI LoITmTTITLoT T nlc ST o i e
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[ s (i S b et i ey g gy z - B =

chlldren S stores,‘craft stores and gift shops, as well as_a diverse range of dlstnbutors around the world.

.4 Daover also sells its books directly to customers through its specialty catalogs and over the Internet. 11

_atwww.doverpublications.com. REA publishes test preparation and study-guide books and

__software for high school, college, graduate students and professionals, which it sells through book
_retailers and wholesalers around the world and directly to consumers through_catalogs and over the, . B

I
il
. _ il Internet at www.REA.com. __

i
‘ e e e e e Lo
. ,A.LL_______, e e e L - oo J VUV P
o RESULTS OF OPERATIONS . . . L
,“;L_Continuing _Operations | e e e e et e e ————
_ 1 (in_thousands_except per share amounts) 2004 2003 2002 ..
S Netsales_ o s200179 L 8202002 . . $201,024 . __
) \r Gross profit e _,,,_,,N,_________68_,570,._f_, L. _.67,372 62,573
_. .4 . Income from continuing operations __ . ...__.__20,540 J} . .19, 272#&?‘ .. .16295 .
.. _Income per diluted share _ 250 237 L L0204
ol - e S - e s

The Company s income from continuing operations in 2004 was 520 5 m11h0n or. SZ.SQ,per,djlutch_ .
. 1 share, an increase of 7% over corresponding 2003 resules of $19.3 million, or $2.37 per diluted share,

o - . . o g
_:t . _Sales from continuing operations of $211 million for 2004 were up 5% over sales of $202 million in

. . 2003. Gross profit increased ro $68.6 million in 2004 from $67.4 million in the prior year. Asa
percentage of sales, gross_profit decreased to 32.5% from 33.4% in 2003. Selling and administrative_ ;.

-
i

___expenses for 2004 were $37.3 million, 1% lower than the previous year. On May 26,2004, the Company |

w‘ realizcd a pretax gain of $250,000 or $.02 per dﬂutcd share, from the sale of the unutilized portions .

— EAYASASI. 52 SNV RS2

1

i} On January 6, 2,00,,4,_thc Company purchased substarmallv all of the assets of REA, a pubhsher
with total annual sales of approximately $6 million. The acquisition was accounted for as a purchase, .

h
T
|

. 1 _and accordingly, REA’s financial results were included in the specialty publishing segment in the

-

‘ ; _consolidated financial statements from the date of acquisidon. The purchase price was approximately.
,,,,,, . —$12 million, with an allocation of $8.4 million_to goodwill in the accompanying financial statements.
‘.% REA contributed $.01 per diluted share to fiscal 2004 results. . ___ . . o

- H—

_. . In 2003, income from continuing operations increased b) 18%.to $19.3 mllhon or $2.37_per
_ _diluted share, from $16.3 million, or. $2.04 per diluted share, for. the_prior year. Sales in 2003 were | __ _

‘ __.$202 million compared to $201 million in 2002, Gross profit in 2003 increased by $4.8 million, or. .
8%,.and as a percentage of sales, increased to 33.4% from 31.1% in 2002. Selling and administrative

L 9C [

___.,_expenses were $37.8 million in_both 2003 and 2002.

- ... ... _For each of the three years discussed abave, the amounts do not mclude the results ofa e

discontinued operation, Courier Custom Rublishing, a provider of customized teaching materials .+ .

——_

_ .1 . which was sold_on_December 17, 2002 _(see_“Discontinued Operation”” below). Courier Custom__;_ _.

1 201 LA he g

Publishing comprised_all of the activities_ of the customized education segment in 2003 and 2002.
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Continuing,;O,perations;

. A_J;T‘__Sgigs__by_&gmcnt (in_thousands) 2004 2003 2002

— 4

d

-

Book Manufacturing . _

Specialty Publishing. . _ _ 40,787 36,391

- e e e e SRS e 28y, 3

36,004

$177,225 1 §171,858 | $170,382

. i—lnrersegment sales (6,833) (6,247) 1 (5,362)

Total $211,179 $202,002 $201,024

I

Prerax Income by Segmens_(in_thousands), 2004 / 2003 2002

Book Manufacturing _ . $_25186 . $ 24,171 $ 19,817

L -

. Specialty Publishing S 6,475 i _ _ 5855 , . 4,890 4,

.. Otherincome . __ . 250 _ - -

Intersegment profic. (360)_1 (500)_, (400)

-

Total $_ 31551 | $_29.526 S_ 24302

L.

b

-~}

ft

- -

- e
i
—in

A

‘

|

... improved sales mix..

Book Manufacturmg Segment Sales From thc Compmy s boo}\ manufactunng segment in

2004 were $177.2 million, an increase of 3% over 2003 sales. The Company focuses on three key

publishing markets in_this scgment: education, religious and specialty trade. Sales ro educational
publishers increased approximately.13% in 2004. Sales to educational publishers of elementary and

_high school textbooks were. the primary source of growth, with sales up approximately 30% over

2003. Sales to the college market, which represents the largest portion of the Company’s educa:

rion sales, were up 4% over the prior year. Sales to the religious market increased 3%. Sales to cus-

_tomers in the specialty trade market were down 8% in 2004, in part due to a large drop in the sale

of computer game books, particularly during the first half of the fiscal year. During 2004, the Company_
expanded its four-color book manufacturing capabilities with the addition of a major new four-color
press at its Kendallville, Indiana facility. The press became operational in April 2004. In 2003, sales

_avere $171.9_million, up. 1% over_the prior_year. Sales ro educational publishers in 2003 were

approximarely 6% ahead of the prior year with particular strength in four-color textbooks in the col-
lege market. Sales to publishers of elementary and high school textbooks were down 3%, as that

marker was impacted_by state_and local_funding deficits. Sales to the religious market were down

2%, reflecting a shortfall in sales of religious trade books while sales to customers in the specialty trade
market were up 4% in 2003 _

_____ Gross profit as a_percent of sales in the Company s book manutactuung segment decreased

10 27.9% in 2004 from 29.5% last year. Productivity gains werc offset by a combination of selectively
Jowered prices and start-up costs related to the new four-color press. In 2003, gross profit increased

_10 29.5% from 27 5% in 2002, The improvement reflected the benefits from tightly managing costs,

gains in productivity_due to new equipment and increased employee training, as well as an

4. In2004, selling and 1dmxmstnt1w €XPEIses. ot $24.5 mllhon were down by 8% from 2003, and

as a percentage.of sales, decreased 1o, 14% compared to 16% in the prior year. The reductions were
due primarily to a decrease in bad debt expense of approximately $600,000 as well as reductions in
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incentive compensation of approximately $1.6 million. Selling and administrative expenses in 2003
amounted to $26.8 million, or 16% of sales, down 2% from the prior year, retlecting reduced
administrative costs in this segment. . .

Intercompany interest income allocated to the book manufacturing segment was
$330,000 in fiscal 2004, compared to $281,000 in 2003 and $253,000 in 2002. .

Pretax income for the Company’s book manufacturing segment in 2004 was $25.2 million, up
4% compared to 2003, and net income per diluted share was $2.01, an increase of 3% over the prior
year. Fiscal 2003 pretax income in this segment increased 22% to $24.2 million, or, on an after-tax
. basis, $1.95 per diluted share, compared to $19.8 million, or $1.69 per diluted share, in 2002,

Specialty Publishing Segment. The Company’s specialty publishing segment is comprised of
Dover, as well as REA since its acquisition on January 6,2004. Sales in fiscal 2004 were $40.8 million, an
increase of $4.4 million or 12% over fiscal 2003 sales. REA contributed $3.9 million of sales. Dover’s
sales in 2004 were up 1% over the prior year to $36.9 million. Direct-to-consumer sales increased
by 5% in 2004, while international sales rose 9% over the previous year, Sales in 2004 to U.S. retailers,
which account for approximately 70% of Dover’s sales and include the major bookstore chains, were
comparable to last year. Fiscal 2003 sales were $36.4 million, an increase of 1% over 2002. Direct-to-
consumer sales were up 13% in 2003 and international sales increased 15% over the prior year. In
contrast, sales to domestic retailers were down 2% for the 2003 fiscal year as a result of a 22% reduc-
tion in sales to the large bookstore chains. While sales to the bookstore chains dropped, sales to online
booksellers and to non-bookstore retailers, such as craft stores and gift shops, grew significantly.

Gross profit as a percentage of sales in the specialty publishing segment was 47 9% in 2004 com-
. . pared to 47.2% in 2003. Dover’s_gross profit as a percentage of sales continued to improve in 2004
10 49.4% from 47.2% in 2003 due to both efficiencies in warehousing and distribution operations as
well as modest price increases. REA’s gross protit percentage was 34.4%, which included approxi-
mately $600,000 of expense related to a required purchase accounting write-up of inventory to fair.
markert value when REA was acquired. The total inventory write up was approximately $1 million,
which will be expensed as the acquired inventory is sold. In 2003, Dover’s gross profit as a percent-
age of sales increased to 47.2% compared to 45.0% in 2002. The improvement in the gross profit per-
centage reflects increased prices and a favorable mix of direct-to-consumer sales, as well as cost savings
from shifting more manufacturing of Dover books to the Company’s manufacturing plants. Also,
declining product costs related to the sale of inventory from the original acquisition contributed
approximately 1.0 percentage point to the increase.

Selling and administrative expenses in this segment were $12.8 million in 2004, an increase of
$1.8 million or 16% over 2003. The acquisition of REA and increases in sales and marketing activ-
ities at Dover accounted for the increase. In 2003, Dover’s selling and administrative expenses were
$11.0 million, up 4% over 2002, reflecting higher sales and marketing expenses.

_. . Intercompany interest expense is allocated to the specialty_publishing segment. based on tht:
acquisition cost of Dover and REA, reduced by cash generated by each business since acquisition.

Such interest expense in 2004 was $307,000 compared to $333,000 in 2003 with the decrease primarily
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' atuibutable to_cash gcncrated by Daover. In 2003, intercompany interest expense dccrcascd 1o $333,000
|

i . from $733,000 in 2002, reflecting a reduction in the Company’s average annual borrowing rate, as

iy S

well as cash generated by Dover.__

i __._Pretax income in the specialty publishing segment in ﬁscal 2004 was 56 5 mdhon or, on an after-

tax bass, $.50 per diluted share, up 11% from $5.9 million, or $.46 per diluted share in the prior year.
.. REA conuibuted approximately $170,000 to pretax income, or.$.01 per dilured share, in 2004. In 2003,

pretax income in this segment increased 20% to $5.9 million, or $.46 per diluted share, compared to

$4.9 million, or $.39 per diluted share in the previous year, reflecting the improvement in gross profit.

+ . . - - - - T o,

.. Total Consolidated Company Net interest income in 2004 was $23,000 compared to net interest
i

expense of $52,000 in 2003 and $480,000 in 2002. During 2004 and 2003, there were no borrowings.

under the Company’s $60 million revolving credit facility; however, interest expense includes
commitment fees and other costs associated with maintaining this credit facility. In fiscal 2002, the

rate 0f2.5%. Cash investments in 2004 averaged approximately $17.7 million earning an average annual
. interest rate of 1.3%, generating interest income of approximately $230,000. For 2003, the Company’s
. average cash investments were approximately. $17.5 million earning a 1.2% annual investment rate,
l generating interest income of approximately $200,000. Capitalized interest, related to the new four-
color press, was $74,000 in 2004. No interest was capitalized in 2003 or 2002.
| Other income in 2004 was comprised of a pretax gain of approximately $250,000 resultmg
_ It from the sale of an unused portion of the Company’s multi-building manufacturing complex in
| Westford, Massachusetts.
.. The Company’s effective tax rate of 35% for 2004 was comparablc to the prior year. The cffccmvc
| tax rate for 2003 was 35% compared to 33% in 2002 reflecting a higher effective state tax rate and a
reduced benefit from export related income.

S b o

ok - For purposes of computing net income per diluted share wmghted average shares outstand-
.. . ingincreased by approximately 101,000 shares in 2004 and 128,000 shares in 2003. These increases
,  were primarily due to options exercised and shares issued under the Company’s stock plans and the
i impact of potendally dilutive shares. On November 6, 2003, the Company announced a three-for-
j two stock split effected in the form of a 50% stock dividend, which was distributed on
| December 5, 2003 to_stockholders of record on November 17, 2003. Weighted average shares out-
standing and net income per share amounts__for, periods prior to November 17, 2003 have been

. Discontinued Operation On December 17, 2002, the Company sold the assets of its wholly owned __

subsidiary, Courier Custom Publishing, Inc., which comprised all of the activities of the cus-
. , . tomized education segment in 2003.and 2002. The customized education segment provided cus-
tomized coursepacks and textbooks. Fiscal 2003 results for this operation were a loss, net of tax, of

L; - $65,000 compared. to a loss, net of tax, of $120,000 in 2002. Proceeds from the sale of Courier Custom

7~L4r~(~~ .- - - .- - —_ s me e s - - . - -

. ‘I - LT . e . . T .ot R -

Company’s average borrowings on its_credit facility were $7.5 million at an average annual interest _

‘

a4
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_Publishing were $1.5 million resulting in an after-tax gain of approximately $0.9 million, or $.11 per ., _ ..

_diluted share. Courier Custom Publishing was accounted for as a discontinued operation in the. _ .
accompanying financial statements. . _ SO

. LiQuipity AND CAPITAL RESOURCES U

.+ Operating activides provided.$28.3 million of cash. Income from continuing operations for the vear was__

' $20.5 million. Depreciation was $8.7. million and amortzation of prepublication costs was $2.2. million.

.. Increases in deferred income taxes provided $2.5 million of cash. Working capital used approximately

$4.7 million of cash, due primarily to an increase in accounts receivable and inventories. ‘

Investment activities used $26.4 million of cash, including $11.9 million for.the acquisition of . . .. _.

REA. Proceeds from the_sale of the unutilized portions of the Company’s_mill complex in ___ .

. .. Westford, Massachusetts were $1.7 million. Capital expenditures were approximately $13.4 million,
including approximately.$10 million for the new four-color press installation and related building
expansion at the Kendallville, Indiana facility. For fiscal 2005, capital expenditures are expected to. .
increase to $18-3$20 million. Approximately half of this amount will be payments on another four-

color press,.identical to the press installed this year, which will expand_ the_ Company’s capacity to .
produce four-color textbooks. On October 29, 2004, the Company entered into an agreement for

. approximately $10 million to purchase this new press, which is expected to be installed during the
first quarter of fiscal 2006 (not_included in the table below). Rrepublication costs were approxi-
mately $2.8 million, reflecting increased investments in new title offerings at Dover and REA. These
costs.are expected to increase modestly in 2005 as publishing activity continues to grow. .

Financing activities used approximately $1.8 million of cash in 2004. During the year, there were _
no borrowings under the Company’s $60 million_revolving credit facility. The Company uses this
revolving credit facility for both its long-term and short-term financing needs. Dividend payments
were $2.8 million while proceeds from stock plans were $1.1 million, primarily from the exercise of stock
optons. The Company believes that its cash on hand and cash from operations and available credit
facilities will be sufficient to meet its cash requirements through 2005. . ‘

The following table summarizes the Company’s contractual obligations and commitments at_ . . .

September 25,2004 to make future payments as well as its existing commercial commitments.

(000’s omitted)

Davinents due by period

. . . Less_than  _. lto3 4t05 After 5
_ e Conuactual Payments; Toral ‘ 1 Year Years Years Years o
., Long-Term Debt o ...%...593. .8 83 . $ 173 . $ 184 . § 153 ..
... Operating Leases . 11,039 ! 3,198 3,700 4 1,691 . 2,450 ‘
.. Purchase Obligations - ... .lo47 0 1047 . L —_ L. . - i -
Qther Long-Term Liabilitics 2,630 = 635 . 210 1,785

1 _Togal $15.309 | $4308 S 4,508 $2083 -~ $4388
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l_‘ Thc Companv derived approximately 44% of its 2004 revenues and 45% of its 2003 revenucs from =
! two major customers. The loss of either of these customers or a significant reduction in order vol-

o _umes from them would have a material adverse effect on the Company. A e l -
] :
b e e - o o
) 41 CRITICAL ACCOUNTING_ POL_I_C_I_Es_AM) EQT IMATES e 4
J‘ S - B

The he Company’s consolidated | ﬁmncxal statements have been prepared in accordance \vnth accounnng
. principles generally accepted in the United States of America. The preparation of these financial state-

i . . . .
| ments requires management to make estimates and assumptions that affect the amounts reported

:D
it
O
Cl)
o
=
7]
te}
(I!
o
=t
m
1=
fD
Vl
=
:
Q.
[low
=t
o
tQ
3
Xg3
et
=
V)
=
D
ﬁ
128
1=
Q.
=
=]
o
(md
=
O
m
2]
=
el
2
e
ot
0
=%
r',
Kel
(=)
Q!
o i
Ne
=
on
=21
=
-
el
i
N
Re)
(2]
Nel
=t
=1
=y
N
—
o
o
el
15
<
j%)
O‘

bascs its estimates and ]udgments on hlstorlcal experience and various othcr factors behcvcd 1o be
reasonable under the circumstances, the results of which form the basis for making judgments about _

et ol Y SN2 o

I the carrying value of assets and liabilities at the date of the financial statements and the reported |

|| .amounts of revenues and expenses during the periods presented. Actual results may differ from these
estimates. The significant accounting policies which management believes are most critical to aid }

in fully understanding and evaluating the Company’s reported financial results include the following;:

Accounts Recelvable Maxngemcnt pCLforms ongoing ¢cr Lruht evaluatlons of the Companv

_customers and adjusts credit limits based upon payment history and the customer’s curre_nt;crcdlt

~worthiness. Collections and payments from customers are continuously monitored. A provision for

_ i estimarted credir losses is determined based upon historical experience and any specific customer

, collection issues that have been identified. If the financial condition of the Company’s customers
were to deteriorate, resulting in an impairment of their ability to make payments, additional

t
}
i
I
\

e e e R e -
|
}

l

1, _ allowances may be required. ‘
J{ Inventories Managementr records rcducqons in the cost basis of inventory for ¢xcess and obso— -

i

gttty it - -l
T lete inventory based primarily upon historical and forecasted product demand. If actual market |
conditions are less favorable than those projected by management, additonal inventory charges may

be required. B ‘

e meam e . e e "

Il Goodwill The Company evaluates possible impairment annually or whcncver events or circumstances

__indicate that the carrying value of the asgets may not | be rccoverablc. The Companv complcted the

—
|
i
:

t

amounts of its intangible assets. Changcs in 111gj1<§t_§9nd1t10ns Or poOr operating _I:g:_S_L}lt:S could,rﬁcsrurlt o
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.
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_in a decline in value thereby potentially requiring an impairment charge in the future.
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Prepublication Costs The Company capitalizes prepublication costs, which includes the cost
_of acquiring rights to publish a work and costs associated with bringing a manuscript to publica-  _
tion such as artwork and editorial efforts. Prepublication costs are amortized on a straight-line basis

I

over periods ranging from three to four years. Management regularly evaluates the sales and prof-

itability of the products based upon historical and forecasted demand. Based upon this evaluation, |
adjustments may be required to amortization expense. . ;

. Income Taxes The income tax provision and related accrued taxes are based on amounts reported
on the Company’s tax returns and changes in deferred taxes. Deferred income tax liabilities and assets
are determined based upon the differences between the financial statement and tax bases of assets
i _and liabilities. Changes in the recoverability of the Company’s deferred tax assets or audits by tax
authorities could result in future charges or credits to income tax expense, and related accrued and |

deferred taxes. . .




CONSOLIDATED STATEMENTS OF INCOME

September 25, 2004

September 27, 2003 Se
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,,Net sales (No_tc_Av)_w . .$211,179,000 ﬁ $ 202,002,000 ‘ s 201,024,000
Cost of sales 142,609,000 J 134,630,000 _. 138,451,000
‘ Gross_profit 68,570,000 i 67,372,000 62,573,000
8 Selling and administrative expenses . _ .. 37,292,000 4 37,794,000 37,791,000
Interest (income) expense, net _(23,000) j 52,000 480,000
|__Other income (Note X) 250,000 = -
' Pretax income ____ . o 31,551,000 E 129,526,000 124,302,000 !
—Drovision for income taxes (Notc C) 11,011,000 » 10,254,000 _ . 8,007,000
Income from continuing operations  $ 20,540 g],()_Q__v5 $.19272.000 $_16,295.000_ .
: _ Discontinued operations; . _ .. ____.. - f e : .
Loss from opcrations, net of tax -4 (65,000) {120,000) ,
g Gain on disposal, net_of tax - 913,000 =
__Net income $..20,540,000 | §_ 20,120,000 $_ 16,175,000, .
.. Income per basic share (Notes A and L): ; i B o
.. .. Continuing operations $2.58 %r .. $246 $211
‘\ .. . Discontinued operations (Note I ): o 5 . e
i Loss from operations -4 (0.01) , (0.02)
Gain_on_disposal - :J 012 =
i Net income_per basic share $2.58 J‘ $2.56. . _. $209
. Income per diluted share (Notes A and L): i 3
. _Continuing operations $ 2.50 E $.2.37 $2.04
v _ Discontinued operations (Note I) f o :
i Loss from operations = (0.01) (0.02)
Gain on disposal - 0.11 -
._Net income per diluted share $2.50_| $2.48 $.2.02
|__Cash_dividends declared_per share $0.35 : $.0.30 $.0.27
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X September 25, 2004 . September 27,2003
| Assets . e fh_ -
Current assets; R _ i e
L .. Cash_and cash equivalents (Note A) i _$. 23,965,000 !r $ 23,824,000 . .
_J Accounts receivable, Jess allowance . . i - e
. _. for uncollectible accounts of $1,630,000 . _ ) Wb' o
i in 2004 and $1,741,000 in 2003_(Note A) 34,072,000 | 29,174,000
I Ynventories (Note B) . _ . L 25,108,000 | 20,681,000 ..
- Deferred income taxes {Note C) 2,852,000 5‘ 3,164,000
o Other_current assets 840,000 1.214.000
o d. .._._.__Total current assets, e 86,837,000 ! 78,057,000
— Property, plant and equipment (Note A): . o L E
.. o Land e -1,059,000 .. 1,059,000
L _ Buildings and_improvements . _._.25,781,000 r 22,349,000
_ ... ... Machinery and equipment 128,484,000 “ 114,728,000 |
_ Furniture and fixturges_ _ . 1,468,000 :_ 1,468,000
‘ Construction in_progress 1,073,000 : 5.094.000 J;
. el ) R _ 157,865,000 i 144,698,000
. Less-Accumulated depreciation . S B ,,,,, _
and amortization (109,383,000) " (101,356,000)
. L. _ . Property, plant and equipment, net __ 48,482,000 f 43,342,000,
O SO .
. ‘H_ Goodwill (Notes A, H and ]) _.33,255,000 PT 24,847,000 ||
, Drepublication costs (Note A). _ 5,127,000 i 3,810,000
- o Other assets 1,498,000 | 1,429,000
] Total assets $ 175199000 | § 151485000
e . I .
. “ _ The_accompanying notes are an integral part of the consolidated financial statements. . . _ ___ _ !
— x\ . __ [ — __ -
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T e Er E  a et
- “ September 25, 2004 Seprember 27, 2003 ‘
_ 4 Liabilities and Stockholders’ Equity. .. . . . ’ o

«h__,“ Current habilities: . . _ e oy

. 1 _Current maturitics of long-term debt (Note D) __~ ,_$,__, 83,000 ] $ . _ 81,000 i

1. Accountspayable (Note A)_____ . _ 10,059,000 | = __ 6494000 | |
B ﬁ" __Accruedpayroll . 6,470,000 8,031,000 . LT -

_ . _Acaruedtaxes . _ . _ _ ._.__ . 5557000 1 6,521,000 |,

Qther current lmbxhtles 7,194,000 6,070,000
5’, .. Total_current abilities . e ....29,363,000 l .27,197,000
. ﬁ e e— e e e Lo : - "
__J.. Long-term debt (Notes A and D) L . ~ .510,000 1  _ 593,000
" Deferred income taxes (Note C) o 7,706,000 | 5,597,000 !
__ I_Other liabilities 2,630,000 (2,678,000 :

,,,,, | Total liabilities 40,209,000 | 36.065.000__,

o 1‘ Commitments and contingencies (Note E) . _ . i ‘

lr Stockholders’ equity (Notes A and F): _ 4‘1: _ . ¥

- —ib - Preferred stock, 81 par value — authorized I . {;

—. % 1,000,000 shares; none jssued ____ N ; i
[ Common stock, $1 par value — authorized . = {
: _ 18,000,000 shares; issued 8,031,000 shares _ _ 1 e L.
o in 2004 and 8,088,000 in 2003 o 8,031,000 8,088,000,
[ __Additional paid-in capital _ ______ 869,000 | 650,000
o T“—' _Retained earnings . e 126,573,000 _§ _ 108,827,000 |
T\L ....Unearned compensation _ (483,000) | (350,000) !
- Treasury stock, at cost: 157,000 shares in 2003 = J]\[ (1,795,000} !
o Total stockholders’ equity 134,990,000 | 115,420,000
}‘m Total liabilities and stockholders’ equity $175199,000 . _ $151,485.000
— e - - e
b — - e I - i
S o
- —— e "
- ﬂ —————— B e — e — L
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For the Years Ended
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.. Operating Activities:
Net income .
Adjustments to reconcile net income to
cash provided from operating activities:

Y

Depreciation and amortization
Deferred income taxes (Note C)

Gain on sale of assets (Notes I and K)
y _ Changes in assets and liabilities:

‘ Accounts receivable
Inventory
Accounts pavable _
Accrued taxes - .
Other elements of working capital |
Tax benefits of stock option activiry

) QOther long-term, net,

... Cash _provided from _operating activities

Investment Activities:

+r
" Capital expenditures
. Business acquisition (Note H)

\ Prepublication costs (Note A)
! Proceeds from_sale of assets (Notes I and K)

+ ERES LS RLL O BRI

..Cash_used for investment_activities -

.. Financing Activities:

.Long-term debt repayments

Repayments of revolving credit facility, net
.. Cash dividends
—_Proceeds from stock plans

y Cash_used for financing acdvities
. Increase in cash and cash equivalents

w—Cash and cash_equivalents at the beginning of the period

Supplemental cash flow information:
Interest paid

Income taxes paid (net of receipts)

"l . .o R
T

<k - - - .-

|, The accompanying notes are an integral part of the consolidated financial statements.




CONSOLIDATED STATEMENTS OF CASH FLOWS

September 25, 2004

September 27, 2003
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Scptember 28, 2002

8. 20 540, 000

1
!
{
!

J,.

S S U S
P .

i
!
i

$. 20,120,000

$ 16,175,000

R 10,929,000 _ 9,798,000 ; . 10,687,000 .

o 2,471,000 938,000 1,531,000

. (163, 000) 913,000).; . -
_ (3 843 000) !_ 1,718,000 2,914,000
i . (2,459,000) L 731,000 . _ 728,000

2,775,000 ¢ (214,000) (5,225,000) .

o ) (964,000) | _ (444,000) 873,000

e . ___(245,000) | (492,000 _ . _ 691,000

. i 562,000 | 470,000 229,000 |

e (1,271,000)_* (575,000) . __ 363,000

) i} 28,332,000 ﬁ 31,137,000 28,966,000 _.

(13 416 000) q (10,885,000) | (4,918,000), .

R - (11,850,000 _ — =
e (2,818,000) | (2,232,000) (1,821,000)
o e 1,664,000 1,500,000 -
_ (26,420,000) 5 (11,617.000) (6,739,000)

] 1 . | S
) ) (81,000) . (78,000) (76,000)

o - = - (15,750,000
e (2,794,000) | __ (2,354,000) . (2,058,000)

i} e 1,104,000 t 1,106,000 ! 1,114,000 _

. (1,771,000)_ (1,326.000) (16.770,000).

. 141,000 ﬁ 18,194,000 , 5,457,000 ..

L 23,824,000 | 5,630,000 173,000
_ $ 23,965,000 |__§ 23824000 $ 5,630,000

— - i N :

B} e $__ 249,000 | _ 8 . 245000 , _ $ 436,000 .

$ 8935000 | S 9,697,000 . $ 5511000 -
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Nl - _ _ e . Total
S LW S . — . .—_.Stockholders’
! Equity
.. Balance, September 29, 2001 _ L . e ... . $ 80,325,000 I*M
Lo Netimcome . . _ . L . 16,175,000_:
Cash dividends o L (2,058,000)
. Restricted stock grant/amortization activity, net 133,000 .
Other stock plan acrivity 1,344,000
Balance, September 28, 2002 95.919.000
-L _ . Netincome . 20,120,000 | _
I Cashdividends (2,354,000) |
‘ Stock dividend (Note A) } . - ;
Restricted stock grant/amortization activity, net 159,000
- Qther stock plan activity, 1,576,000
Balance, September 27, 2003 $ 115420000 .
... Net income . L . L . . 20,540,000 , _ _ |
‘17 Cash dividends . . e e (2,794,000)! .
il .. Restricted stock grant/amortization activity, net . 160,000 :
Other stock plan activity . 1,664,000
Retire_treasury stock (Note A) =
. Balance, September 25,2004 $.134,990,000
-+ The accompanying notes are an integral part of_the consalidated. finangial statements.
il
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_Common - . _Additional__________ Rerained _ .__Unecarned o Treasury__

4 me—

e e e T e

Stock , Paid-Tn_Capital , Earnings Compensation _‘ Stocl_(,__r )

. .§ 5,445,000 | § 1,454,000 ;. $__76,944,000. |  _§ (510, 000)1 $ (3,008,000) .
P - L 16,175,000 =] =
- (2,058,000) LTy —,,4;. B

f e
i

698,000 1 - - 646,000

91,061,000 (509.,000). l (2,324,000

20,120,000 | -l =

2,246,000

I _:,Jr 94000 . - 1000, . 38,000
|
il
t
|
|

' t
e o — —Ti (2,354,000) |,
2,643,000 | (2,643,000)_ =

___T‘,Am,_ B o=l . 159,000 S

‘ 1.047.000 _ - 529,000

__ 8,088,000

| 650,000 1 108,827,000 (350,000)_, (1,795.000)
20,540,000 - -
(2,794,000) 1,,_,m = -
- (133,000} . 93,000
772,000 pem = - 892,000
o (57.000) : (753.000) = - __810,000 .
[

88,031,000 | $ 869000 '@ $126,573,000 ____ § (4830 O.Q.).....— B S

%

N I

o L e
- . ..200,000 ,;
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A. SUMMARY OF SIGNIFICANT ACCOUNTING PovricCles

Business Courier Corporation and its subsidiaries (“Courier” or the “Company”) print, publish
_::. and sell books. Courier has two business segments: full-service book manufacturing and specialty
book publishing. On January 6, 2004, Courier purchased substantially all of the assets of Research
& Education Association, Inc. (“REA”) which is included in the specialty publishing segment (see
Note H). On December 17, 2002, the Company sold the assets of Courier Custom Publishing, Inc.,
~ which comprised all of the activities of the customized education segment (see Note I).

Principles of Consolidation and Presentation The consolidated financial statements, prepared on
a fiscal year basis, include the accounts of Courier Corporation and its subsidiaries after elimination . _.

of all significant intercompany transactions. Such financial statements have been prepared in con-
formity with accounting principles generally accepted in the United States of America (“generally
accepted accounting principles™), which require the use of certain estimates and assumptions. Certain
amounts for fiscal years 2003 and 2002 have been reclassified in the accompanying financial statements
in order to conform to the current year’s classification.

Financial Instruments Financial instruments consist primarily of cash, accounts receivable,
accounts payable and debt obligations. The Company classifies as cash and cash equivalents
amounts on deposit in banks and cash invested temporarily in various instruments with maturities
of three months or less at time of purchase. At September 25, 2004 and September 27, 2003, the
fair market value of the Company’s financial instruments approximated their carrying values.

Interest income from these instruments was $230,000 in 2004, $200,000 in 2003, and $12,000 ;,
in 2002 and is included in the caption “Interest (income) expense, net” in the accompanying ‘
Consolidated Statements of Income.

[ouN S SR, —

., Property, Plant and Equipment Property, plant and equipment are recorded at cost, including
interest on funds borrowed to finance the acquisiton or construction of major capital additons. Interest
w capitalized in 2004 was $74,000. No interest was capitalized in 2003 and 2002. The Company provides
for depreciation of property, plant and equipment on a straight-line basis over periods ranging from ..
10 to 40 years on buildings and improvements and from 3 to 11 years on equipment and furnishings.
.. ... Leasehold improvements are amortized on a straight-line basis over the shorter of their useful
life or the term of the lease. Expenditures for maintenance and repairs are charged against income
', asincurred; betterments that increase the value or materially extend the life of the related assets are
. capitalized. When assets are sold or retired, the cost and accumulated depreciation are removed from.
., _the accounts and any gain or loss is included in income. . ) L
._Goodwill_The Company evaluates possible impairment annually or whenever events or circum-
i stances indicate that the carrying value of the assets may not be recoverable. Goodwill has been allo- |

cated $9.2 million and $24.0 million, net of accumulated amortization of $2.1 million and $0.9 million,

el

_to the book manufacturing and specialty publishing segments, respectively. The specialty publishing

Py . - . - - - - . —— e -4
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.. . segment includes $8.4 million of goodwill related to the acquisition_of REA in the second quarter of .

. fiscal 2004 (see Note H). There has been no other change in the_carrying amount of goodwill dur-

¥

., Ing the year or in the allocation of goodwill by reportable segment.

e - e = - R .

Long-Lived Assets Management periodically reviews long-lived assets tor impairment and does

l‘ not believe that there is any material impairment of any asset of the Company as measured in accor-. _
- *‘L dance with SEAS No. 144, “Accounting for the Impairment or. Disposal of Long-Lived Asscts.”

| The adoption of SFAS No. 144 in 2002 did not have a material effect on the Company’s consolidated
_financial statements. ___ _ . : .
Prepublication Costs Prepublication costs, associated with the specialty publishing segment, are
amortized to cost of sales using the straight-line method over estimated useful lives of three years ..

for REA, which was acquired in fiscal 2004 (see Note H), and four years for Dover Publications.

. ... Income Taxes Deferred income tax liabilities and assets are determined based upon the differences
i between the financial statement and tax bases of assets and liabilities, and are measured by applying
enacted tax rates and laws for the taxable years in which these ditferences are expected to reverse.

... Revenue Recognition Revenue is recognized upon shipment of goods to customers or upon the

M
H
I
1

;; transfer of ownership for those customers for whom the Company provides manufacturing and dis-
uibution seryices. Revenue for distribution services is recognized as services are provided. Shipping

and handling fees billed to customers_are classified as revenue. __ _

e : . : . . 5
. Use of Estimates The process of preparing financial statements_in conformity with generally
accepred accounting principles requires management to make estimates and assumptions that affect

I the reported amounts of assets and liabilities at the date of the financial statements, as well as |
!

[ . . . . .
. revenues and expenses during the reporting period. Actual results may differ from these estimates.

... Net Income per _Share Basic net income per share is based on_the weighted average number of
I

. common shares outstanding each period. Diluted net income per share also, includes potentially dilu-
tive items_such as options (see Note L).

R - - [ U — e - '

s Treasury Stock Pursuant to a 2004 change in state law, the Company’s treasury stock was reclas-

1 sified to the status of authorized but unissued shares. The Company had historically used treasury = |

) stock for stock options exercised and stock grants.
Stock Split On November 6, 2003, the Company announced a three-for-two stock split

. effected in the form of a 50% stock dividend, except for treasury shares, which was distributed on

. December 5, 2003. Previously_authorized but unissued shares were used to effect this dividend.
Weighted average shares outstanding and per share amounts presented in the accompanying financial

J—DY

i

statements for periods prior to the stock split have been restated to give effect to the stock split.

i . . . e me am e e e oo ——— S R B — i
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Stock-Based Compensation Pursuant to SFAS No. 123, “Accounting for Stock-Based

... .Compensation,” as amended by SFAS No. 148, the. Company applies the recognition and measure-_ _
_ment principles of APB Opinion No. 25, “Accounting for Stock Issued to Employees” and related inter-

., pretations. Accordingly, because the number of shares is fixed and the exercise price of the stock options. .

_ ... _equals the market price of the underlying stock on the date of grant, no.compensation expense has been L

recognized. Had compensation cost for stock options and for grants under the ESPP been determined. .

4u

under the provisions of SFAS No. 123, the Company’s net income, would have been as follows: . i

2004 2003 2002

Net income as.reported _ .. . $ 20,540,000 ’J - §.20,120,000_ ., $16,175,000
oo _Deduct: Stock-based compensation _ ] o o ]
.expense determined under SFAS : u’

e No. 123 net of relared tay CfﬁﬁCL_S_______(J,,SQQ,Q_OQ)._S_. (9265,000). .. (637,000)
Pro forma perincome $.19.234 000 ‘ $ 19,155,000 ‘ $15,538,000, .

. Netincome per share as reported:. . __. .. ! .

Basic .. .. . .. __ $2.58 | $256 . $2.09

v Diluged. . ... 250 % 248 . 202
Pro forma net income per share: 3, . ’

. Basic oo $2.42 $244 $2.01

Diluted . . . ..2.34 5 _.2.36 1.94

" For purposes of pro forma disclosures, the fair value of each option grant was estimated on the date
... of grant using, the Black-Scholes option-pricing, model (see Note F). . S

B. INVENTORIES IR

Inventories are valued at the lower of cost or market. Cost is determined using the last-in, first-out
{LIFO) method for approximately 37% and 44% of the Company’s inventories at September 25, 2004

. and_September 27, 2003, respectively. Other inventories, primarily in the specialty publishing

segment, are determined on a first-in, first-out (FIFO) basis. REA’s inventory of $1.3 million at

September 25, 2004 is included in finished goods. Inventories consisted of the following at

September 25, 2004 and September 27,.2003:.

-
|
|

2004 2003

1. Raw materials o $ 3,338,000 $ 1,704,000
.. Work in process L . 5,317,000 3,833,000
. Finished_goods 16,453,000 _15.144,000
o _Total $25.108,000_ .S 20,681,000

HE ~ - ~

On_a FIFQ basis, reported year-end inventories would have been higher by $5.5 million in both |

_ i fiscal 2004 and 2003. ... o R
-+ STt T - . N Tl I z iy o ST ottt . . . - P J]‘
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i C.oIncoms Taxes

- U - - - e

e - - - ..
‘1 The provision for income taxes from contnuing operations differs from_thar compured using the.

————— - . e e - [ 4-

statutory. federal income tax rates for_the following reasons: .

tp

\1
Ij O

. \ﬁ 2004 2003 2002
o L Federal taxes at statutory.rate__ . ___ . $ 11,043,000 ,4_ .$.10,334,000. $ 8,457,000
L ,,_,,8_37,&00,_5__, . __“,701,.00,0,,,i . _ 366,000 ;.

) ‘ _Tax _benefit of export related income ____ (882,000) {_  _(823,000) - (868,000)
. i Orher. . 13,000, 42,000, —52,00

1 -

._.1}. State_taxes, net of federal tax benefic____
o
2,000, .

) V
i Total $ 11,011,000 i $10,254,000 .. $.8007.000 . .

i e o e e e s e e e e e e

! . ~ . 7 . v'-ﬁ e "4. . ~ - ”‘ - V T ’
e ‘, The provision for income taxes from continuing operations consisted of the following:
l
|

B aupp . e e ¢ e e e O - e = [

2004 2003 2002

. . Federal_ —— e 8 7,325,000, $ _8,238,000 ° $ 5,776,000

. Srtate 1,215,000 1.078.000 ) 700,000

" 8,540,000__ 9,316,000 6.476.000

. vh_,Dcferred: R o ‘ e
Federal . . .. 2,398,000 | _ __ . 870,000 e 1,507,000 L

_State._ 73,000, 68.000 24,.000__,.
i 2,471,000 938,000 1,531,000

. Total $.11,011,000 $.10,254,000__; $.8.007.000

. .Currently payable: . i O B
'r
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' The following is a summary of the significant components of the Company’s deferred tax assets
_...and liabilities as of September 25, 2004 and September 27, 2003: __

T
|

2004 2003

Deferred tax assets:. e e .
_ _ Vacation accrual not currenty deductible . $ 719,000 $ 682,000
_ Other accruals not currently deductible . 689,000 806,000
Non-deductible reserves, _ e . . ..1,387,000 H ... 1,620,000
Other , 57,000 56,000
__Classified as current . = 2,852,000 .. _ 3,164,000
Deferred compensation arrangements  _ ___ . ._ 1,041,000 ' 1,023,000 .
Other : 171,000 171,000
o Jotal deferred rax assets $ 4,064,000_ $ 4,358,000
' Deferred tax liabilities: o . e . . -
v Accelerated depreciation. , L 7,220,000 “ 5,732,000
Goodwill_ amortization 1,698,000 r 1,059,000 '

Total deferred tax_liabilities $ 8,918,000 $6,791,000__.

— — em- e - - - —
H

.. Non-current deferred tax assets have been netted against non-current deferred tax liabilities for

1| _balance sheet classification purposes..
\
I

T - - . - - - - - - - cC N +

.. D. LoNG-TERM DEBT . _.

RS . . . [

- e S —

i.._ At September 25,2004 and September 27, 2003, long-term debt consisted of an obligation under R
an industrial development bond arrangement totaling $593,000 and $674,000, respectively, includ-

__, ing current maturities of $83,000 and $81,000, respectively. This industrial bond arrangement bears

| interest at a 3% rate. Scheduled aggregate principal payments of this obligation are $83,000 in 2005,

| $85,000 in 2006, $88,000 in 2007, $91,000 in 2008, $93,000 in fiscal 2009 and $153,000 thereafter. .

! _ The industrial bond arrangement provides for a lien on the assets acquired with_the proceeds. . 1.
! The Company has a $60 million long-term revolving credit facility in place under which the

_.Company can borrow at a rate not to exceed LIBOR plus 1.5%. The revolving credit facility matures _

4

. _in March 2007. The revolving credit facility is used by the Company for both its long-term and short-_ . .

U

term financing needs.

The revolving credit facility contains restrictive covenants including provisions relating to the

. maintenance_of working capital, the level of capital expenditures, the incurring of additional _  _
. indebtedness and a quarterly test of EBITDA ro debt service. It also provides for a commitment .

- _fee not to exceed 3,/8% per annum on the unused portion. These fees are included in the caption
“Interest (income) expense, net” in the accompanying Consolidated Statements of Income.
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en E. COMMITMENTS AND_CONTINGENCIES

e UV

.. The Company is committed under various operating leases to make annual rental payments for
;1 _certain buildings and equipment. Amounts charged to operations under such leases approximated

S o4

. ;1‘_“5_3,902,0004111_2,(104, $}1,103,000_in,2AQQS_an_$4,25_6,000__in_20_02.VASV of September 25, 2004, minimum N

i annual rental commitments Aunder the Company’s lQng-tcrm_o_perating,leascs are approximately
-4 83,198,000 in 2008, $1,910,000 in 2006, $1,790,000 in. 2007, $1,220,000 in 2008 and $2,921,000 in_ |
. i‘_th,c, aggregate_thcr_ca&cr._Ihc_Cpmpany leases one of its facilities from a corporation owned in part . '

. “ by an executive of one of the Company’s subsidiaries, The lease agreement requires annual pay-_

,‘ l‘ __,_mcnrs_of_appr,qximatcaly,sz 76,000 through July 2007. At Seprember 25,2004 and September 27, 2003,
g the Company_ had letrers Qchr_e,di,tNo,uts,tanding;of $1,250,000 and $1,007,000, respectively,

i In the ordinary course of | business, the Company is subject to various legal proceedings and |

i
'
|

11 claims. The Company believes_that the ultimate outcome of these matters will not have a material

- —_adverse effect on its_cgnsolidatcd_ﬁnancial;s;tatcments_._ _

il
|

-.-i F.STock Arrang EMENTS
|

Y i
— e e e— e — . T T e L e e L

~-— 4 Stock_Incentive Plans The_Company’s stock incentive plans provide for the granting of stock
|

— .. options and_stock grants up o a total of 1,226,250 shares. Under the plan_provisions, both non-. I
. .. .qualified and incentive stock options to purchase shares of the Company’s common stock may be___

L granted to key employees. The option price per share may not be Jess than the fair market value of |

-~ stock at the_time the option is granted and incentive stock options must expire_not later than ten. | .

! were_granted which vest in_three years. During 2002, 3,750 shares of restricted stock, with a value |
o of $95,000, were granted which vest over a five-year period. Amortization expense relating to the,

—— ;.. restricted stock grants was $160,000, $159,000 and $133,000 for 2004, 2003 and 2002, respectively.

o
C ey _——— P ——

e — . J— - . PR — — s

o + Board of Directors to, make an ¢ election to apply either 50% or 100% of their annual retainer fee, includ- -

- -~ . Ing the committee chair retainer, toward the annual grant of stock options to be offered at a price .

- - It pershare §5 below the fair market value of the Company’s common stock at the time the option_ |,

- & -is.granted. The plan, as approved by stockholders, provides a total of 562,500 shares for the. - .
o ‘L_ issuance of such options.

it
e e — —_—

,_A,__‘lr e - [

e

- PU

[, - s

_years from_the date of grant. During 2004, 7,192 shares of restricted stock, with a value of §293,000, _, _

4

- - .. Directors’ Option Plan A 1989 plan, as amended and restated, allows members of the Company’s -
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The following is a summary of all option activity for these plans: .~ . . = ___ e
el U S
- ,L Srock Option/Incentive Plang Dircct_o_g’_Qp‘tjgr_a.Pblgg__’
n - - e e —— - Average..___ ... Average. 1L
0 Shares_Excrcise Price Shares  Exercise Price .
... Ourstanding at September 29,2001 449,995 0$.1035 [ 110925 . § 823 . _. .
— Issued . 96,112 2517 .. 29,250 l 11.21 i .
.~ ..—. Exercised . el {97,818 . __ 741 _?,4_,_(39,7540)__4” .. 7.25 _’J .
- e Cangelled (Z.876) 1107 - -
.. _Ourstanding at Seprember 28,2002 __ . 440,413 , . $14.22 | 100425 | $.949_.
L Isswed o . 86,662 . 3821..._.36000_ _ _2L7L L .
_ . Exercised . _.. . _ ) {70,408y | _ _ _802_! _(30,000)_ _ 1023 , _
v Cancelled (749) 1367 | SR
L ﬁ_‘v’_ Outstanding at September. 27,2003, ___ 454,918, _$19.17. ,;__ 106,425 81342 _
Issued - - L27299 . 40950 . 40,3500 . . 3154
. __ Exercised . (62,376) __.10.38. jr,__ _(20,733) . 874 .
Cancelled (3.000)_ 29.35 =S e -
__Ousstanding_at September 25, 2004 416,841 2185 | 126192 $20.00..
L Exercisable at September 25, 2004 .. 243584 81655 . . .126,192 .. . $2000 _. _
. Available for furure grants. . __ _ _____ 89606 i ___ .__. L___,_ 78,750 _ I

September 25,2004: . _ .

__The following tables present.information with regards_to stock options outstanding at i .

ey e - -

~ Stock Incentive Plan —
. Range of Exercise Prices_ ___$_ 9228 _1272-. $ 2063-__$ 3491—,  $ 4075- __
$ 1211 'S 1582 §27.89 5 3840 S 4435
. Options outstanding _ ,_,_7,,4,57,5,,% 138,532 . 91,274 . 85161 ; 27299 _.
e Weighted average exercise price ___ ,,JZF- o ,4__,,,_____,3 e 4 e
. of options outstanding___ $..10.08 |$_1397 [ __$.2524 | §$_3522 $ 4095
', Weighted average I ,v_‘;__w,_ . o i
. j __remaining life . . __ l.5years . 3.1 years 4.8 years__ 5.8 y{ears,i,___?.ﬂ_y,ears o
... Options exercisable 74575 109170, . 31451 | 28388 - .
.. Weighted average exercise price . . ___ _ )L . Lo e s
5 .. of options exercisable_ _ . _ $_10.08_ .8 1378_: __$ 2477 S 3504 _ S ___ .~ .
T” B, — - —— - e e —_—— e e - - 4“‘ -
y
O e __ e _ IR
— A B, } S U - - R
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li Directors’ Optign Plan

_ Range of Exercise Prices .8 825 —4‘ $. 2171-] § __3145-"
) _'i S 1085 | 24.97 i S 3398
. .._Optionsoutstanding _ = _ . 54942 . . 30,750 ; 40,500

f

__1l. Weighted average exercise price.

i
. N I,
T

1
_|___ofoptionsoutstanding_____ . . ___ 8 1049 | § 2179 15 3154
) “{ Weighted average remaining life. .. . _ _ Léyears . 3.0ycars , 4.0 years A_
__ " Optionsexercisable . _ 54942 ! _ 30,750 | 40,500 |
_ 1. Weighted average exercise price _____ .. . .. .. e ; .
i, ___ of options exercisable % 1049 |s 2179 . $ 3154

4

Cmm e - e ——— —_— e UG SO

L_ Employee Stock Purchase Plan The Company 51999 Employee Stock Purchase Plan (“ESPP”)

I . approved by stockholders in January 1999, covers an aggregate of 225,000 shares of Company com: _

_mon stock for issuance under the plan. Eligible employees may purchase shares of Company com:.

RAA Cd e o

R

‘mon stock at not less than 85% of fair market value at the beginning or end of the grant period.

e _OJ /0 A0

_ During 2004, 17,456 shares were issued undgr the plan at an average price of $31.88 per share. Since
inception, 130,969 shares have been issued. At September 25, 2004, an additional 94,031 shares were

A SN

reserved for future issuances.

e e “+

_ers nghts plan Undcr the plan thc Companv s stocl\holdcrs of rccord at March 19 1999 recewed .

a right to purchase a unit (“Unit””) comprised of one one-thousandth of a share of preferred stock

for each share of common_stock held on that date at a price of $100, subject to adjustment. Until

—
|
|

- - M A

;. suchrights become exercisable, one such nght will also attach to subscquently issued shares of com-
e l, __Company § COMMOn, stock or at‘cer commencement oi_zL gender or exchange offer which would rcsult .
f _in a person or group beneficially owning 15% or more of the Company’s common stock. When exer-

u cisable, under certain conditions, each right entitles the holder thereof to purchase Units of the
. Company’s preferred stock or shares of common stock of the acquirer, in each case having a mar-___
ket value at that time_of rwice the right’s exercise price. The Board of Directors will be entitled to __,

redeem the rights at one cent per right, under certain circumstances. The rights expire in 2009.

i, Stock Based Compensanon For purposcs ofpro forma dxsclosures prcsentcd in \Iote A, the
__fair value of each option grant was estimated on the date of the grant using the Black-Scholes option-

/. pricing model. ___
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The following key assumptions were used to value options issued:

2004 2003 2002

Risk-free interest rate . . 3.8%, . 3.9% 3.4%
| . Expected volatility : 30% . L 32%. . 32%
Expected dividend yields 0.9% . 0.8% 1.1%
Estimated life for grants under: .
Stock Incentive Plans.. . 5-7 years . 5-7 years 5-7 years
Directors’ Option Plan 5 years | 5 years 5 years
ESPP L ) 0.5 years - 0.5 years 0.5 years

The following is a summary of the weighted average fair value per share of options granted during
each of the past three fiscal vears, based on the Black-Scholes option-pricing model.
Stock Incentive Plan Directors” Option Plan

2002 2004 2003 2002 __

__On Grang Date: 2004 2003

+

1

. - il

. ... Exercise price was equal X ;
)

to stock price L $1471 | 51337 5897 - - -
Exercise price was in excess | . .

of stock price S =18 971 $ 6.69 - - -
Exercise price was less than i 1 '

stock price . —ﬁ - - $12.78 _$ 887  $597

G. RETIREMENT PLANS

The Company and its consolidated subsidiaries maintain various defined contribution retirement
plans covering substantially all of its employees. Dover, acquired in September 2000, also provides
retirement benefits through a defined benefit plan as described below.

Retirement costs of multi-emplover union plans consist of contributions determined in
accordance with the respective collective bargaining agreements. Retirement benefits for
non-union employees are provided through the Courier Profit Sharing and Savings Plan, which

. includes an Employee Stock Ownership Plan (ESOP). Retirement costs included in the accompa-
. nying financial statements amounted to approximately $3,300,000 in 2004, $3,200,000 in 2003 and
$3,000,000 in 2002. L o _
- The Courier Profit Sharing and Savings Plan (“PSSP”) is qualified under Section 401(k) of the
.. Internal Revenue Code. The plan allows eligible employees to contribute up to 100% of their com-
pensation, subject to IRS limitations, with the Company matching 25% of the first 6% of pay . .
contributed by the employee. The Company also makes contributions to the plan annually based

on profits each year for the benefit of all eligible non-union employees.

e e
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Shares of Company common stock may be allocated to participants” ESOP accounts annually
.. . based on their compensation as defined in the_plan. During 2004, 2003 and 2002, no such shares
- were allocated to eligible participants. At September 25, 2004, the ESOP held 300,280 shares on
behalf of the participants. L e
o Dover has a noncontributory, defined benefit pension plan _covering substantially all of its
. _. .employees. Asof December 31,2001, Dover employees became eligible to participate in the Courier
_ PSSP. As such, plan benefits under the Dover defined benefit plan were frozen as of that date. No
.. .contributions have been made to the Dover plan for any of the past three years and none are expected
1o be made in 2005. e -
... ___ The following tables provide information regarding the Dover plan for the years ended
-~ ... September 25,2004 and September 27, 2003. .

e — - -

Change in projected benefit obligation: 2004 : _2003__
- .... Obligation at beginning of year .5 3,127_,000__é.. -..$ 3,175,000
Service cost. _ _ . i . 7,000 ! 8,000 .
¢ Interestcost . L 193,000 | 196,000 .,
.. Actvarialloss _ e _ 230,000 ! 118,000 _.
Benefits paid o (218,000)_] (370,000)..
_Obligation at_end of year $.3,339,000 | _ 83,127,000 _

. Benefit payments in each of the next five years are projected to be $222,000, $247,000, $254,000, .
$247.,000, and. $237,000. Aggregate payments for the 2009 - 2013 period are estimated to be $1,291,000.

.

Change in plan_assets: 2004 2003 __ .

_ Fair value of plan assets at beginning of vear . . . $ 3,708,000 1 $.3,898,000
. — .. Actual return on plan assets ____ L A 143,000 f[ .~ 180,000
e Benefits paid veeen{218,000) E~ (370,000)
Fair value of plan_assets at end_of vear, $.3,633,000 $.3,708.000

Plan assests were invested entirely in Guaranteed Insurance Contracts in 2004 and 2003,
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Reconciliation of funded status: 2004 2003
Funded_status atend of year__ _____ . _  _ $ 294,600 . S 581,000 ..
- Unrecognized net actuarial loss and other 344.009,_}‘_, 5,000
Prepaid pension_cost $ 638,000 ! $ 586,000
ComDonents of the net DCl‘lOdlC beneﬁt cost: 20042003
... Service cost L . . o . $ 7,000 : $ 8,000
.. Interestecost . .. . ; ... .2193,000 ;00 196,000
-Expected return on plan assets (251,000) . (259.000)_.
Net _periodic benefit income — $ (51,0_0,(_),)__3‘ $ _(55,000)

e e e - —— - [ e o .

Actuarial assumptlons used to determme COStS and beneﬁt obllganons

o 2004 2003

.., .. Discount rate _ S , 5.8%? . 6,._3%,‘A

., Compensation increases . . o 5.0%“ . 5.0% ..
Return on assets for the vear .. _ o _ _7.0% . C7.0% .

.. The Company s strategy is to achieve a,long term rate of return sufﬁelent to sanstv plan habnlmes
. while minimizing plan expenses and mitigating downside risks. Assets are currently allocated 100%
_to Guaranteed Insurance Contracts, however, the Company reviews this weighting from time to_ -
. time in order to achieve overall objectives in light of current circumstances.

| The expected long-term rate of return on assets of 7% was determined based on hJstoncal returns
_. .. _forinvestments consistent with Plan objectives, but weighted primarily towards investments in debt
securities. While actual 2003 and 2004 were below the assumed rate of return, the assumed rate gives
consideration to historical longer-term rates. i

Prepaid pension cost at September 25, 2004 and September 27, 2003 is mcluded in the

accompanying consolidated balance sheet under the caption “Other assets.”

H. BUSINESS ACQUISITION
L On ]anuary 6, 2004 the Company purchased substantially all of the assets of Research & Education

! Association (“REA”), a publisher of test preparation and study guide books and software for high

.. school, college, graduate students and professionals, with total annual sales of approximately
$6 million. The acquisition was accounted for as a purchase, and accordingly, REA’s financial results
were included in the specialty publishing segment in the consolidated financial statements from the
... date of acquisition. The purchase_price was approximately $12 million, with an allocation of
approximately $8.4 million to goodwill and $0.7 million to prepublication costs in the accompa-
nying financial statements. _

-
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I. DISCONTINUED OPERATIONS.

PG V. [N
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On Dccembcr 17, 2002_,_thc Companv sold thc assets of its whollv owned subsmharv Councr Custom
Publishing, Inc., which comprised all of the activities of the customized education segment. In accor-
.y dance with the provisions of SFAS No. 144, the disposition was accounted for as a discontinued  opera- _

[} tion in the accompanying financial statements. The customized education segment provided customized —
i . . . - . - .
... coursepacks and textbooks. Financial results of this discontinued operation for the periods presented are; |

[T

‘ 2003 _ 2002
l;\‘ Net sales 5142000 . 51160000
. Pretaxloss S .8 (100,000) | $ (191,000) .
" _Income tax benefit (35.,000) . (71,000),
. Loss after tax S __(65,000) $_(120.000)
) ‘ Proceeds from sale e e S,l,bOO,OOQA; ey
Net assets sold_and costs_of disposal 68,000 L n
L;_ Pretax gain e . $1.432,000 . o
“‘_Income tax provision — 519.000_ o
_ Gain_on_disposal, net_of tax $ _913.000 N e

J. BUSINESS SEGMENTS

Q_..,,.* G UV - . _ ——

The Company has two. busmess segments; full-service book manufacmnng and spcmlty pubhsh
i‘, ing. The book manufacturing segment offers a full range of services from production through stor-
Al
. age and distribution for religious, educational and specialty trade book publishers. The Company !’

It

i hasaggregated its book manufacturing business into one segment because of strong similarities in
I the economic characteristics, the nature of products and services, production processes, class of cus-

' tomer and distribution methods used. The specialty publishing_segment copsists of Dover
i, - Publications, Inc, and beginning with the second quarter of fiscal 2004, REA (see Note H).
. 1‘ —— On December 17, 2002, the Company sold the assets of Courier Custom Publishing, Inc., 2
‘ provider of customized college coursepacks and textbooks, which comprised all of the activities of .
., the customized education segment in 2003 and 2002 (see Note I). Information related to this dis-
“ continued operation is not included in the segment table below._for 2003 and 2002.

I . The accounting policies of the scgments are the same as_those described in Note A. In eval
.. uating segment _performance, management primarily focuses on income or loss before taxes and
_ other income. The elimination of intersegment sales and related profit represents sales from the book
., .manufacturing segment to the specialty publishing scgment,_ Other income, discussed in Note K, .
o Isreflected as “unallocated™ in the following table. Corporate expenses that are allocated to the seg-
ments include various support functions such as information technology services, finance, human

_ .. _resources and_engineering, and_ include depreciation and amortization _expense related to corpo-
; rate assets. The corresponding corporate asset balances are not allocated to_ the segments.
w. Unallocated corporate assets consist primarily of cash and cash equivalents and fixed assets used by
_the corporate support functions,

.

— e — b

[ - . D U Ce e — e o o
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The following table provides segment information for continuing operations as required under SFAS
No. 131, “Disclosures about Segments of an Enterprise and Related Information.” _ . _ . -

Fiscal 2004
Net sales .
Earnings before income taxes
Total assets

Goodwill, net v
Depreciation and amortization o .

Capital expenditures and prepublication costs

_Interest (income)/ expense .-
_Fiscal 2003
Net sales )
_Earnings before income taxes
Total assets ) - o
Goodwill, net e
Depreciation and amortization .
Capital expenditures and prepublication costs
_.—Inrerest (income)/ expense
Fiscal 2002
. Net sales . R . ,
Earnings before income taxes
_ Total assets

Goodwill, net

Depreciation and amortization .
Capital expenditures and prepublication costs
Interest (income) / expense ]
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Total __.. Book Specialty

. . Intersegment
Sompany. Manufacturing Publishing Unallogated Elimination___,
L0mp turin lnation

T
...... — e e e e el [T - PR [ . —

$ 211,179,000 $ 177,225,000 | $ 40,787,000 . _$._. -~ . $(6,833,000)

31,551,000 . 25,186,000 | ___ 6,475,000 . 250,000 (360,000) ..
175,199,000 . 92,004,000 | 55,727,000 . 27,468,000 -
33,255,000 ! 9,240,000 | 24,015,000 - -
110,929,000 , 7,911,000 ° 2,568,000 . 450,000 , -
16,234,000 . 12,725,000 __ _ 2,917,000 | 592,000 -
(23,000)_ (330,000).., 307,000_ ! S e - T
. $.202,002,000 | S 171,858,000 .. $. 36,391,000 \_ S~ . $ (6,247,000) .
29,526,000 . . 24,171,000 5,855,000 ~ . ... (500,000)
151,485,000 76,766,000 . 42,737,000 | 31,982,000 -
24847000 . _._9240,000 | . 15,607,000 - - .
9,798,000 7,863,000 | 1,935,000 | | .= . -
13,117,000 . 10,641,000 . 2,372,000 . 104,000 -
52,000 ___ (281,000)._ 333,000 e =
$.201,024,000 ; $ 170,382,000 . $ 36,0_0,4,00_0,; $ - $ (5,362,000)
24,302,000 . 19,817,000 . . 4,890,000 . - (405,000)
131,809,000 , 75,642,000 T 41,166,000 - 15,001,000 -
24,847,000 | 9,240,000 . 15,607,000 ' - - .
_. 10,687,000 .. 8,750,000 ! 1,913,000 . _ . 24,000 o
6,739,000 . _ 4408000 ' 1,940,000 391,000 -
o 480,000 (253,000) 733,000 O




68 2004 ANNUAL REPORT

_ _Export sales as a_percentage of consolidated sales were approximately 21% in 2004, 22% in 2003 _.

and 21% in 2002. Approximately 90% of export sales were in the book manufacturing segment in - __
fiscal years 2004, 2003 and 2002. Sales to the Company’s largest customer amounted to approxi-

", _mately 27% of consolidated sales in 2004 and 28% in both 2003 and 2002. In addition, sales to another

| _ customer amounted to 17% of consolidated sales in both 2004 and 2003 and 15% in 2002. Both of.

|
-

T

|

VVVVV 4

., .these customers are in the book manufacturing segment and no other customer accounted for more

_..,.. than 10% of consolidated sales. Customers are granted credit on an unsecured basis. Receivables for

. the two largest customers, as a percentage of consolidated accounts receivable, were 28% at .. _ |
‘

_._ September 25, 2004 and 30% at September 27, 2003.

e — e e -

. K. OTHER_INCOME_ __ _

On May 26, 2004, the Company completed the sale of approximately 200,000 square feet of unoc-
_ ... cupied and_unutilized portions of its multi-building manufacturing complex_in Westford,

. Massachusetts for $1.7 million, resulting in a pretax gain of $250,000, or $.02 per diluted share. The
Company will continue its current levels of book manufacturing at the site.

~ L. NET INCOME PER SHARE

.+ Following is a reconciliation of the shares used in the calculation of basic and diluted net income per
.. share. Potentially dilutive shares, calculated using the treasury stock method, consist of shares issued
_._under the Company’s stock option plans. These shares have been adjusted to reflect the three-for-two

stock split effected in the form_of a dividend distributed on December 5, 2003 (sce Note A).  _

B

iy 2004 2003 2002

. _Average shares outstanding for basic __ 7,960,000 “ ... 7,848,000 _ __ 7.,724.000 _.__.
__Bffecr of potentially dilutive shares 261,000 272,000, . __ 268,000
1 Average shares gurstanding for dilutive 8,221,000 i ____ 8,120,000 7.992.000

..M. DERIVATIVE FINANCIAL INSTRUMENTS

At the end of fiscal 2003, the Company had two forward exchange contracts to purchase approx-
imately 3,000,000 euros as a hedge against a foreign currency equipment purchase commitment,

__designated as a fair value hedge. The Company had recorded a $180,000 addition to its property, ..
plant and machinery accounts with a corresponding $180,000 addition to long term liabilities, with = .

' no effect on earnings. The equipment was delivered and the forward exchange contracts settled in

fiscal 2004. The Company does not use financial instruments for trading or speculative purposes.. |
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To the Board of Directors and Stockholders of Courier Conpmanon

“ A htica AR LT A S e

_:‘ North Chelmsford, Massachusetts: L
i N

._.14747-,,, _— o B T T S e -

i We have audltcd the accompanying consolidated balance sheets of Courier Corporamon and sub

 We have andited the acco

_sidiaries (the “Company”) as of September 25, 2004 and_September 27, 2003 and the related con-
_ solidated statements of income, changes in stockholders’ equity and cash flows for each of the three

o4

1
i
“L e

years in the period ended September 25, 2004. These financial statements are the responsibility of

-
. the Company’s management. Qur responsibility is to express an opinion on these financial state-
..., _ments based on our audirs. T
Lo We conducted our audits in accordance with standards of the Public Companv Accounnng .

r _ Oversight Board (United States). Those standards require that we plan and perform the audit to

obrtain reasonable assurance about whether the financial statements are free of material misstate-

... ment. An audit includes examining, on a test basis, evidence supporting the amounts and disclo-
!
_sures in the financial statements. An audit also includes assessing the accounting principles used and

B e
.
I _significant estimates made by management, as well as evaluating the overall financial statement pres- |
.. entation. We believe that our audits provide a reasonable basis for our opinion. L i

r
. .. In_our_opinion, such consolidated financial statements_present_fairly, in all matcrlal

ﬁr@slgegt,s_,_t_hﬂe financial position of the Company as of September 25, 2004 and September 27,

' 2003 and the results of its operations and its cash flows for each of the three vears in the period

H [
- ended September 25, 2004 in conformity with accounting principles generally accepted in the
.. United States of America. . ‘ ) L B
| '
b S . N I
B . _ L S -
t ey - T e e - - .- —
o Nebith Wik ach
... ... Boston, Massachusetes .. L
_ .. December 3,2004 _ e e U
B S . . ]
[ S — — - - ke
4 S, ———— - - e o - e e -
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SELECTED QUARTERLY FiNnaNcCcIaL DATA (UNAUDITED)

R - - - -

‘» _Fiscal 2004 -

(Dollars in thousands except per share amounts) First Second Third Fourth
Operating Results: ‘:‘ . Lo :‘ L
Net sales $46,819 ; $49,663 | $55489 | $59,208 |

i Grossprofit _____ _ 15,629 | 15527 | 17,349 F 20,065

l‘ Income from continuing operations 3,912 5L 3,851 . ) 5,194 }1 7,583

J Income per diluted share from - ”: : ‘1‘

: continuing operations_____ _ _ .. _0.48 &L . 0.47_ : 092

. Netincome . _ . .. . 3,912 | 3,851 | 7,583

_:__ Net income per diluted share . - 0.48 E' i 0.4,,7M§~,,4 092

_ Dividends declared per share __  0.0875 }__ ,0.,0,875,‘5, _.0.0875

.. Stock price: I ” .

__ Highest ] ) 39.51 | 45.61 | 5. . 41.85

., Lowest __ 37.15. 1 . 3847 | 38.19 3919 _
Fiscal 2003 L , R

. _(Dollars in thousands except per share amounts) First Second Third Fourth

‘ Operating Results: o ‘ o . . . .

o Netsales . __ _ ____ .. . $ 48,782 _ . $ 48,605 851,076 S 53,539 N

. _Grossprofit _ . _ . ___ . __ . _ 15,388 15,586 . 16962 _ . 19436 _,. __

' Income from continuing operations 3,749 .. . 3,788 | 4,772 i 6,963

Income per diluted share from T _ L B o

| . continuing operations _  __ 0.46 L .. 047 0.59. _ 085,

w Net income o ) 4512 3,821 4,772 7,015

. Net income per diluted share = _ _ 0.56 ., _ 047 0.59 0.86

. .Dividends declared per share . __ . 0.075 .. 0075 _ 0.075_ . .. 0075 .__.

i Stock price: . R . L e

; Highest 31.05 . 3314 34.88 37.33

... Lowest . } 23.61 29.00 3174 33.83

Dilured share amounts are_based on weighted average shares outstanding. Per share amounts and stock prices have been _ , .

_ retroactively adjusted to_reflect a three-for-two stock split distributed on December. 5, 2003 (see Notes Aand L), ., __ _

_Common shares of the Company are traded over-the-counter on_the Nasdag National Market - symbol “CRRC.”

There were 1,037 stockholders of record as of September 25, 2004.

| '
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